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fl BREARD ASSOCIATES INC
CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditors Report

Board of Directors

S.L Reed Company

We have audited the accompanying statement of financial condition of S.L Reed Company the

Company as of December 31 2009 and the related statements of income changes in stockholders

equity changes in liabilities subordinated to claims of general creditors and cash flows for the year

then ended that you are filing pursuant to rule 7a-5 under the Securities Exchange Act of 1934 These

financial statements are the responsibility of the Companys management Our responsibility is to

express an opinion on these financial statements based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States

of America Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the financial statements are free of material misstatement An audit includes examining

on test basis evidence supporting the amounts and disclosures in the financial statements An audit

also includes assessing the accounting principles used and significant estimates made by management

as well as evaluating the overall financial statement presentation We believe that our audit provides

reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the

financial position of S.L Reed Company as of December 31 2009 and the results of its income and

its cash flows for the year then ended in conformity with accounting principles generally accepted in the

United States of America

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken

as whole The information contained in Schedules II and is presented for purposes of additional

analysis
and is not required part of the basic financial statements but is supplementary information

required by rule 17a-5 under the Securities Exchange Act of 1934 Such information has been

subjected to the auditing procedures applied in the audit of the basic financial statements and in our

opinion is fairly stated in all material respects in relation to the basic financial statements taken as

whole

Breard Associates Inc

Certified Public Accountants

Northridge California

February 23 2010

9221
Corbin Avenue Suite 170 Northridgc California 91324

phone 818.886.0940 Jax 818.886.1924 web www.baicpa.com

Los ANGElES NEW YORK OKLAND WE FOCUS CARE



S.L Reed Company

Statement of Financial Condition

December 31 2009

Assets

Cash 56218

Deposit with clearing organization 25094

Commissions receivable 56586

Short-term investments 106955

Employee advance 6500

Prepaid expenses
13892

Total assets 265245

Liabilities and Stockholders Equity

Liabilities

Accounts payable and accrued expenses 31322

Liabilities subordinated to claims of general creditors 100000

Total liabilities 131322

Stockholders equity

Common stock no par value 10000000 shares authorized

5000000 shares issued and outstanding 5000

Additional paid-in capital
197850

Accumulated deficit 68927

Total stockholders equity 133923

Total liabilities and stockholders equity 265245

The accompanying notes are an integral part of these financial statements
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S.L Reed Company

Statement of Income

For the Year Ended December 31 2009

Revenues

Commissions 1594942

Management fee 20377

Interest income 157275

Total revenues 1772594

Expenses

Employee compensation and benefits 543973

Floor brokerage exchange and clearance fees 477660

Administrative expense
610712

Professional fees 12550

Interest on subordinated notes 3497

Other operating expenses 50147

Total expenses 1698539

Net income loss before income tax provision 74055

Income tax provision 1200

Net income loss 72855

The accompanying notes are an integral part of these financial statements
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S.L Reed Company

Statement of Changes in Liabilities Subordinated

to the Claims of General Creditors

For the Year Ended December 31 2009

Amount

Balance at December 31 2008 100000

Increase Decrease

Balance at December 31 2009 100000

The accompanying notes are an integral part of these financial statements
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S.L Reed Company

Statement of Changes in Stockholders Equity

For the Year Ended December 31 2009

Additional

Common Paid-in Accumulated

Stock Capital Deficit Total

Balanceat December3l2008 5000 197850 141782 61068

Net income loss
72855 72855

Balance at December 31 2009 5000 197850 68927 $133923

The accompanying notes are an integral part of these financial statements
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S.L Reed Company

Statement of Cash Flows

For the Year Ended December 31 2009

Cash flow from operating activities

Net income loss 72855

Adjustments to reconcile net income to net

cash provided by used in operating activities

Increase decrease in assets

Deposit with clearing organization 191

Commissions receivable 41478

Short-term investments 1154

Employee advance 6500

Prepaid expenses 1499

Increase decrease in liabilities

Accounts payable and accrued expenses 17174

Payable to affiliate 1210
Total adjustments 68824

Net cash provided by used in operating activities 4031

Net cash provided by used in in investing activities

Net cash provided by used in financing activities

Net increase decrease in cash 4031

Cash at beginning of year 52187

Cashatendofyear 56218

Supplemental disclosure of cash flow information

Cash paid during the year for

Interest 3497

Income taxes 1200

The accompanying notes are an integral part of these financial statements
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S.L Reed Company

Notes to Financial Statements

December 31 2009

Note GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General

S.L Reed Company the Company was incorporated in the state of California on March 18

1996 and began operations on March 25 1997 The Company is registered broker/dealer under

the Securities Exchange Act of 1934 and is member of the Financial Industry Regulatory

Authority FINRA and the Securities Investor Protection Corporation SIPC

The Company is wholly-owned subsidiary of Windward Capital Group the Parent and is

affiliated through common ownership to Windward Capital Management Co Windward

The Company operates as retail broker/dealer in corporate securities over-the-counter corporate

debt securities mutual funds municipal securities variable life annuities and U.S government

securities The Company also operates as put and call broker/dealer or option writer

Under its membership agreement with FINRA and pursuant to Rule 5c3-3k2ii the Company

conducts business on fully disclosed basis and does not execute or clear securities transactions for

customers Accordingly the Company is exempt from the requirement of Rule 5c3-3 under the

Securities Exchange Act of 1934 pertaining to the possession or control of customer assets and

reserve requirements

Summary of Signficant Accounting Policies

The presentation of financial statements in conformity with accounting principles generally

accepted in the United States of America requires management to make estimates and assumptions

that affect the reported amounts of assets and liabilities arid disclosure of contingent assets and

liabilities at the date of the financial statements and the reported amounts of revenue and expenses

during the reporting period Actual results could differ from those estimates

Commissions receivable are stated at face amount with no allowance for doubtful accounts An

allowance for doubtful accounts is not considered necessary because probable uncollectible

accounts are immaterial

Securities transactions are recorded on trade date basis with related commission income and

expenses also recorded on trade date basis

The operations of the Company are included in the consolidated federal income tax return filed by

the Parent Federal income taxes are calculated as if the Company filed on separate
basis and the

amount of current tax and/or benefit calculated is either remitted to or received from the Parent

-6-



S.L Reed Company

Notes to Financial Statements

December 31 2009

Note GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Continued

The Company has elected to be an Corporation and accordingly has its income taxed under

Section 1361-1379 of the Internal Revenue Code Subchapter of the Code provides that in lieu of

corporate income taxes the stockholders are taxed on the Companys taxable income Therefore

no provision or liability for Federal Income Taxes is included in these financial statements The

State of California has similar regulations although there exists provision for minimum

franchise tax and tax rate of 1.5% over the minimun franchise fee of $800

Note DEPOSIT WITH CLEARING ORGANIZATION

The Company has brokerage agreement with J.P Morgan Clearing Corporation Clearing

Broker to carry
its account and the accounts of its clients as customers of the Clearing Broker

This Clearing Broker has custody of the Companys cash balances which serve as collateral for any

amounts due to the Clearing Broker as well as collateral for securities sold short or securities

purchased on margin Interest is paid monthly on these cash deposits at the average overnight

repurchase rate The balance at December 31 2009 was $25094

Note INCOME TAXES

As discussed in the Summary of Significant Accounting Policies Note the Company has

elected the Corporate tax status therefore no federal income tax provision is provided The tax

provision provided is the California minimum franchise tax of $800

As discussed in Note the Company is whollyowned subsidiary and is included in the

consolidated income tax returns filed by its Parent portion of the consolidated income tax

liability is allocated to the Company as if the Company had filed separate income tax returns

Note SHORT-TERM INVESTMENTS

As of December 31 2009 the short-term investment account consists of $106955 in Certificates

of Deposit with an effective interest rate of 0.75% at financial institution This short-term

investment is FDIC insured and matures June 21 2010
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S.L Reed Company

Notes to Financial Statements

December 31 2009

Note COMMISSIONS RECEIVABLE

Pursuant to the clearance agreement the Company introduces all of its securities transactions to

clearing brokers on fully disclosed basis All of the customers money balances and security

positions are carried on the books of the clearing brokers In accordance with the clearance

agreement the Company has agreed to indemnif the clearing brokers for losses if any which the

clearing brokers may sustain from carrying securities transactions introduced by the Company In

accordance with industry practice and regulatory requirements the Company and the clearing

brokers monitor collateral on the customers accounts For the year ended December 31 2009 the

receivables from clearing brokers of $56587 are pursuant to these clearance agreements

Note RELATED PARTY TRANSACTIONS

The Company and the Parent share personnel administrative expenses and office space All costs

incurred for such shared expenses are paid by Windward and reimbursed by the company in

accordance with an administrative services agreement These expenses are reported as

Administrative expense on the statement of income For the year ended December 31 2009 the

Company paid $610712 under this agreement

It is possible that the terms of certain of the related-party transaction are not the same as those that

would result from transactions among wholly unrelated parties

The Company and Windward share some mutual clients due to Windward clients requiring margin

accounts available through Reed Company Trading activity for these accounts generates

commission income and margin debit balance interest income for Reed Company along

with the corresponding execution and clearing charges that the company pays Windward also

utilizes Reed Company for executing trades from non-shared customers The net revenues

derived from Windward client trades were approximately 30% and 50% of total net revenues for

2008 and 2009 respectively

Note SUBORDINATED LIABILITIES

The borrowing under subordination agreement at December 31 2009 is as follows

Liabilities subordinated to the claims of general creditors

Interest at 3% due July 29 2011 100.000

This subordinated borrowing is covered by an agreement approved by FINRA and is available in

computing net capital under the Securities and Exchange Commissions uniform net capital rule

To the extent that such borrowing is required for the Companys continued compliance with

minimum net capital requirements it may not be repaid

-8-



S.L Reed Company

Notes to Financial Statements

December 31 2009

Note SUBORDINATED LIABILITIES

Continued

The Company has not chosen to include accrued interest on the subordinated note in the

subordination agreement and it is thus not available in computing net capital under the Securities

and Exchange Commissions uniform net capital rule

Note COMMITMENTS AND CONTINGENCIES

The Company and Windward have been involved in legal action versus two former employees

the defendants final judgment after bench trial was received on August 2008 from the

Superior Court of California County of Los Angeles The ruling by the court was in favor of the

Company and Winward The Court ordered adjudged and decreed that the Company and

Windward receive the sum of $382635 in sanctions costs and punitive damages The Companys

management has elected not to record this settlement award as income because there is high

likelihood that this amount will not be collectible

The defendants have filed an Appeal of the above judgment on September 17 2008 As of this

writing no decision by the Appellate Court has been received

In related action the Company has filed claim with FThJRA against Raymond James Financial

Services Inc the employer of the above defendants for Misappropriation of Trade Secrets Unfair

Business Practices Interference with Economic Relations Aiding and Abetting Fraud and Failure

to Supervise No arbitration date has been set as of this writing

Note PROFIT SHARING PLAN

Effective January 2000 the Companys Board of Directors adopted qualified 401K Profit

Sharing Plan the Plan All employees 21 years of age or older are eligible to participate
in the

Plan provided they have been employed for more then one year The Company plan contributions

are discretionary and are determined each year by the Company The participants
must be

employed on the last day of the plan year and have worked at least 1000 hours during the year to

receive pre-tax
contribution The participants contributions are 100% vested at all times The

Companys profit sharing contributions are vested 20% per year of service after the first two years

with the Company For the year ended December 31 2009 there was no contribution to the plan

by the Company

-9-



S.L Reed Corn pany

Notes to Financial Statements

December 31 2009

Note 10 CONCENTRATIONS OF CREDIT RISK

The Company is engaged in various trading and brokerage activities in which counter-parties

primarily
include broker-dealers banks and other financial institutions In the event counter-

parties do not fulfill their obligations the Company may be exposed to risk The risk of default

depends on the creditworthiness of the counter-party or issuer of the instrument It is the

Companys policy to review as necessary the credit standing of each counter-party

Note 11 RECENTLY ISSUED ACCOUNTING STANDARDS

The Financial Accounting Standards Board the FASB issued new professional standard in

June of 2009 which resulted in major restructuring of U.S accounting and reporting standards

The new professional standard issued as ASC 105 ASC 105 establishes the Accounting

Standards Codification Codification or ASC as the source of authoritative accounting

principles GAAP recognized by the FASB The principles embodied in the Codification are to

be applied by nongovernmental entities in the preparation of financial statements in accordance

with generally accepted accounting principles in the United States Rules and interpretive releases

of the Securities and Exchange Commission SEC issued under authority of federal securities

laws are also sources of GAAP for SEC registrants Existing GAAP was not intended to be

changed as result of the Codification and accordingly the change did not impact the financial

statements of the Company

For the year ending December 31 2009 various accounting pronouncements or interpretations by

the Financial Accounting Standards Board were either newly issued or had effective

implementation dates that would require their provisions to be reflected in the financial statements

for the year then ended The Company has reviewed the following Statements of Financial

Accounting Standards SFAS /Accounting Standards Codification ASC topics for the year

to determine relevance to the Companys operations

Statement No Title Effective Date

SFAS 141R Business Combinations After December 15 2008

ASC 805

SFAS 157/ Fair Value Measurements After November 15 2008

ASC 820

SFAS 161/ Disclosures about Derivative Instruments and After December 15 2008

ASC 815 Hedging Activities an Amendment of FASB

Statement No 133
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S.L Reed Company

Notes to Financial Statements

December 31 2009

Note 11 RECENTLY ISSUED ACCOUNTING STANDARDS

Continued

SFAS 165/ Subsequent Events After June 15 2009

ASC 855

SFAS 166 Accounting for Transfers of Financial Assets an After November 15 2009

ASC 860 Interpretation of FASB Statement No 140

SFAS 67/ Amendments to FASB Interpretation No 46R After November 15 2009

ASC 810

SFAS 168/ The FASB Accounting Standards Codification After September 15 2009

ASC 105 and the Hierarchy of Generally Accepted

Accounting Principles replacement of FASB

Statement 162

Cunently being processed for inclusion in the Codification

The Company has either evaluated or is currently evaluating the implications if any of each of

these pronouncements and the possible impact they may have on the Companys financial

statements In most cases management has determined that the pronouncement has either limited

or no application to the Company and in all cases implementation would not have material

impact on the financial statements taken as whole

Note 12 NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule

SEC rule 5c3- which requires
the maintenance of minimum net capital and requires that the

ratio of aggregate indebtedness to net capital both as defined shall not exceed 15 to Rule 5c3-

also provides that equity capital may not be withdrawn or cash dividends paid if the resulting net

capital ratio would exceed 10 to Net capital and aggregate indebtedness change day to day but

on December 31 2009 the Company had net capital of $208162 which was $203162 in excess of

its required net capital of $5000 and the Companys ratio of aggregate indebtedness $31322 to

net capital was 0.15 to which is less than the 15 to maximum allowed
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S.L Reed Company

Notes to Financial Statements

December 31 2009

Note 13 RECONCILIATION OF AUDITED NET CAPITAL TO UNAUDITED FOCUS

There is difference of $102 between the computation of net capital under net capital SEC Rule

15c3-1 and the corresponding unaudited FOCUS part hA

Net capital per unaudited schedule 208264

Adjustments

Haircuts undue concentration 102

Total adjustments 102

Net capital per audited statements 208162
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S.L Reed Company

Schedule Computation of Net Capital Requirements

Pursuant to Rule 15c3-1

As of December 31 2009

Computation of net capital

Common stock 5000

Additional paid-in capital 197850

Accumulated deficit 68927

Total stockholders equity 133923

Add Additions to capital

Subordinated liabilities 100000

Total allowable subordinated liabilities 100000

Total equity allowable subordinated liability 233923

Less Non-allowable assets

Employee advance 6500

Prepaid expenses 13892

Total non-allowable assets 20392

Net capital before haircuts 213531

Less Haircuts and undue concentration

Haircut on CDs 267

Haircut on fidelity bond 5000

Undue concentration 102

Total haircuts undue concentration 5369

Net Capital 208162

Computation of net capital requirements

Minimum net capital requirements

2/3 percent of net aggregate indebtedness 2088

Minimum dollar net capital required 5000

Net capital required greater of above 5000

Excess net capital 203162

Ratio of aggregate indebtedness to net capital
0.15

There was difference of $102 between net capital computation shown here and the net capital

computation shown on the Companys unaudited FormX- 7A-5 report dated December 31 2009

SeeNote 13

See independent auditors report
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S.L Reed Company

Schedule II Computation for Determining of Reserve

Requirements Pursuant to Rule 15c3-3

As of December 31 2009

computation of reserve requirements is not applicable to S.L Reed Company as the Company

qualifies for exemption under Rule 15c3-3k2ii

See independent auditors report
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S.L Reed Company

Schedule III Information Relating to Possession or Control

Requirements Pursuant to Rule 15c3-3

As of December 31 2009

Information relating to possession or control requirements is not applicable to S.L Reed

Company as the Company qualifies for exemption under Rule 5c3-3k2ii

See independent auditors report
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S.L Reed Company

Supplementary Accountants Report

on Internal Accounting Control

Report Pursuant to 17a-5

For the Year Ended December 31 2009



BREARD ASSOCIATES INC
CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors

S.L Reed Company

In planning and performing our audit of the financial statements of S.L Reed Company the

Company as of and for the year ended December 31 2009 in accordance with auditing standards

generally accepted in the United States of America we considered the Companys internal control

over financial reporting internal control as basis for designing our auditing procedures for the

purpose of expressing our opinion on the financial statements but not for the purpose of

expressing an opinion on the effectiveness of the Companys internal control Accordingly we do

not express an opinion on the effectiveness of the Companys internal control

Also as required by rule 17a-5g1 of the Securities and Exchange Commission SEC we have

made study of the practices
and procedures followed by the Company including consideration of

control activities for safeguarding securities This study included tests of such practices and

procedures that we considered relevant to the objectives stated in rule 17a-5g in making the

periodic computations of aggregate indebtedness or aggregate debits and net capital under rule

17a-3a11 and for determining compliance with the exemptive provisions of rule 15c3-3

Because the Company does not carry securities accounts for customers or perform custodial

functions relating to customer securities we did not review the practices and procedures followed

by the Company in any of the following

Making the quarterly securities examinations counts verifications and comparisons

and the recordation of differences required by rule 7a- 13

Complying with the requirements for prompt payment for securities under Section

of Federal Reserve Regulation of the Board of Governors of the Federal Reserve

System

The management of the Company is responsible for establishing and maintaining internal control

and the practices and procedures referred to in the preceding paragraph In fulfilling
this

responsibility
estimates and judgements by management are required to assess the expected

benefits and related costs of controls and of the practices
and procedures referred to in the

preceding paragraph and to assess whether those practices and procedures can be expected to

achieve the SECs above-mentioned objectives Two of the objectives of internal control and the

practices and procedures are to provide management with reasonable but not absolute assurance

that assets for which the Company has responsibility are safeguarded against loss from

unauthorized use or disposition
and that transactions are executed in accordance with

managements authorization and recorded properly to permit the preparation of financial statements

in conformity with generally accepted accounting principles Rule 7a-5g lists additional

objectives of the practices and procedures listed in the preceding paragraph

9221 Corbin Avenue Suite
170 Northridge California 91324

phone SJ8.SS6.o4o Jbx 81S886.1924 web www.baicpa.com

Los ANGELES NEW YoRK OAKLSND WE FOCUS CARE



Because of inherent limitations in internal control and the practices
and procedures referred to

above error or fraud may occur and not be detected Also projection of any evaluation of them to

future periods is subject to the risk that they may become inadequate because of changes in

conditions or that the effectiveness of their design and operation may deteriorate

control deficiency exists when the design or operation cf control does not allow management

or employees in the normal course of performing their assigned functions to prevent or detect

misstatements on timely basis signfIcant deficiency is control deficiency or combination

of control deficiencies that adversely affects the entitys ability to initiate authorize record

process or report
financial data reliably in accordance with generally accepted accounting

principles such that there is more than remote likelihood that misstatement of the entitys

financial statements that is more than inconsequential will not be prevented or detected by the

entitys internal control

material weakness is significant deficiency or combination of significant deficiencies that

results in more than remote likelihood that material misstatement of the financial statements

will not be prevented or detected by the entitys internal control

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identiQ all deficiencies in internal control that might be

material weaknesses We did not identif any deficiencies in internal control and control activities

for safeguarding securities that we consider to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the

second paragraph of this report are considered by the SEC to be adequate for its purposes in

accordance with the Securities Exchange Act of 1934 and related regulations and that practices

and procedures that do not accomplish such objectives in all material respects indicate material

inadequacy for such purposes Based on this understanding and on our study we believe that the

Companys practices
and procedures as described in the second paragraph of this report were

adequate at December 31 2009 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management

the SEC Financial Industry Regulatory Authority and other regulatory agencies that rely on rule

7a-5g under the Securities Exchange Act of 1934 in their regulation of registered brokers and

dealers and is not intended to be and should not be used by anyone other than these specified

parties

Breard Associates Inc

Certified Public Accountants

Northridge California

February 23 2010



S.L Reed Company

Report on the SIPC Annual Assessment

Pursuant to Rule 17a-5 e4

For the Year Ended December 31 2009



BREARD ASSOCIATES INC

CERTIFIED PUBLICACCOUNTANTS

Board of Directors

S.L Reed Company

Pursuant to Rule 7a-5 of the Securities Exchange Act of 1934 we have performed the

procedures enumerated below with respect to the accompanying Schedule of Securities Investor

Protection Corporation Assessments and Payments Form SIPC- 7T of S.L Reed Company the

Company for the period from April 2009 to December 31 2009 Our procedures were

performed solely to assist the Company in complying with Rule 7a-5 and our report
is not

to be used for any other purpose The procedures we performed are as follows

Compared listed assessment payments with respective cash disbursements records entries

Compared amounts reported on the unaudited Form X-17A-5 for the quarter ended

December 31 2009 with the amounts reported in General Assessment Reconciliation

Form SIPC-7T

Compared any adjustments reported in Form SIPC-7T with supporting schedules and

working papers

Proved the arithmetical accuracy of the calculations in the Form SIPC-7T and in the

related schedules and working papers supporting adjustments and

Compared the amount of any overpayment applied with the Form SIPC-7T on which it

was computed

Because the above procedures do not constitute an examination made in accordance with generally

accepted auditing standards we do not express an opinion on the schedule referred to above

In connection with the procedures referred to above nothing came to our attention that caused us

to believe that the amounts shown on the Form SIPC-7T were not determined in accordance with

applicable instructions and forms This report relates only to schedules referred to above and does

not extend to any financial statements of S.L Reed Company taken as whole---
Breard Associates Inc

Certified Public Accountants

Northridge California

February 23 2010

9221 Corbin AVCnUC Suite 170 Northridgc California 91324

phone 818.886.0940 Jbx 818.886.1924 web wwwbaicpa.com

Los ANGELFS NFW YORK OKI\ND WE FOCUS CARE



S.L Reed Company

Schedule of Securities Investor Protection Corporation

Assessments and Payments

For the Year Ended December 31 2009

Amount

Total assessment 2212

SIPC-4 general assessment

Payment made on March 2009 150

SIPC general assessment

Payment made on August 2009 353

SIPC-7T general assessment

Payment made on February 12 2010 2062

Total assessment balance

overpayment carried forward 353



S.L Reed Company

Report Pursuant to Rule 17a-5

Financial Statements

For the Year Ended December 31 2009


